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cannot be divorced from the conditions of employment 

and should be placed under the joint control of labor and 

the management ? 

The question of the closed or open shop, the writer believes 

should not come under the term " conditions of labor," but 

should receive separate treatment in the trade agreement. 

The above approach toward a definition of the phrase 
" conditions of labor " is necessarily incomplete and incon- 
clusive. The writer's hope is that it may serve to stimulate 
discussion and thus lead to a clearer and better definition. 

Paul H. Douglas. 

Emergency Fleet Corporation, 
Philadelphia, Pa. 



ANOTHER REASON WHY WAR PRICES 
ARE HIGH PRICES 

At the Richmond meeting of the American Economic 
Association Dr. A. C. Miller, after reviewing the conditions 
usually recognized as accounting for the great rise in prices 
during recent months, closed with the remark that the per- 
sistent rise in prices was a continuing mystery; that the usual 
formulae — increased gold supply, the expansion of credit, 
curtailed production, increased demand, and heavy exports — 
when given their due weight did not explain the phenomena; 
the rising price level was still a mystery. 

It is not expected that the paragraphs which follow will 
resolve the mystery, but it is hoped that by calling attention 
to a factor hitherto little considered, if recognized at all, they 
may contribute something to the explanation of the fact that 
war prices are high prices. 

One who accepts the quantity theory will of course look for 
the explanation of the changing price level in the distributed 
relation between the amount of currency in circulation, using 
the term in its broadest sense, and the amount of " money 
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work " to be done. The one point that this note deals with has 
to do with changes, not in the amount of currency, but rather 
in the amount of goods to be exchanged; and primarily with 
the one factor of the rapidity of their circulation. 

An approach to the matter in hand may be made by a 
cursory examination of certain current explanations of the 
phenomenon. Increased cost of production is one of these. 
If, however, " cost " is used in the popular sense as synony- 
mous with expense, the formula explains nothing, but merely 
accepts the fact for which an explanation is sought and states 
it in another way. If, on the other hand, " cost " is used in 
its technical sense, the formulae does not explain why prices 
should rise except as higher cost leads to a restriction of 
production; and if this is what is meant it seems better to 
state directly, if it is true, that prices have risen because of 
decreased production, due, let us say to increased cost of 
production. It does not appear, however, from the figures at 
hand that in the basic industries at least, there has been any 
diminution in production. In most such industries the last 
two years have been years of prodigious output; in many of 
them these have been banner years. The production of 
anthracite and bituminous coal, petroleum, copper, iron ore, 
and steel has been greatly stimulated. The great cereal crops 
taken together have yielded more during the last three years 
than during the preceding three-year period. Cotton produc- 
tion has not kept up to the high level of 1913 and 1914, but 
it has been well sustained at nearly twelve million bales. 
Potatoes and tobacco have shown great increases in 1917 and 
1918 over previous years. The Chicago packers killed three 
million more meat animals in 1918 than in 1917, and accord- 
ing to figures given out by the Department of Agriculture 
meat production was greater in 1918 than in 1914 by 4.5 
billion pounds. While the production of wool has shown no 
increase the imports were vastly greater during the last three 
years than for the preceding three. The imports of tea, 
coffee, and silk have shown substantial increases during the 
war and the imports of rubber more than doubled during the 
last three years as compared with the preceding three years. 
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In many lines of manufacture production has no doubt 
decreased, tho when the figures shall have become available 
it will probably appear that in the industries of large volume 
" high cost " has, on the whole, not checked production. 

Another set of explanations approach the matter from the 
side of demand. The insistency of the government's demands 
is urged as a reason for rising prices — what the government 
wanted it would have at any price. For vast quantities of 
goods, marginal utility, the usual governor of consumption 
failed to exercise its steadying effect on purchases. Such 
feverish bidding as the government engaged in must, it is 
true, inevitably have forced a rise in the prices of the things 
bought, and in turn of those which entered into their produc- 
tion. If, however, for patriotic or other reasons there had 
been a corresponding check on private consumption, the in- 
sistent bidding of the government, while it would have caused 
a rise in the prices of the goods bought by the government, it 
would not, according to the quantitivist philosophy, have 
disturbed the price level. The only way the feverish bidding 
of the government could affect general prices was, to repeat, 
by disturbing the relation between goods and money means; 
and this it did simply by putting the government in posses- 
sion of great quantities of goods. The effect would have been 
substantially the same if the government had commandeered 
the goods at established prices. 

If the greatly increased demand of the last two years had 
been the result of more active private buying of the usual 
sort and the goods had circulated through the usual channels 
general prices would have risen. But there is this peculiarity 
about government purchases that enhances their power to 
affect the price level: When once they are made the goods are 
withdrawn from circulation at once and finally. Under peace 
conditions a large proportion of the steel production would 
have passed through many hands in one form or another 
before reaching the final consumer, making a demand for 
money or money means at every exchange and the same is 
true of the products of the textile mills; but government 
orders went directly from the mill to the final consumer. 
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Vast quantities of goods passing directly into the hands of the 
government ceased to circulate as effectually as tho they had 
ceased to exist. In the Quartermaster General's Report for 
1918 there is an interesting chart showing the distribution of 
stocks from factory to reserve depots, from these depots to 
training camps, embarkation ports, intermediate depots, and 
so on to the " regulation stations " and finally to the soldier, 
but at no stage did they constitute a demand for money; 
stores were " requisitioned " and " issued," not bought and 
sold. 

The scale of these withdrawals of goods from circulation is 
indicated by the following table showing the amounts of 
various supplies ordered by the War Department from 
April 1, 1917 to the signing of the armistice, the amounts 
delivered to February 8, 1919, and the amount of the orders 
cancelled. 





Ordered 


Delivered 


Cancelled 


Stockings, light woolen, pairs 


70,111,000 


52,652,000 


1,427,000 


Stockings, heavy woolen, pairs 


63,375,000 


47,788,000 


589,000 


Undershirts, cotton 


50,170,000 


44,956,000 


901,000 


Undershirts, winter 


35,852,000 


31,636,000 


100,000 


Undershirts, winter 


35,852,000 


31,636,000 


100,000 


Coats, various materials 


54,700,000 


47,523,000 


4,469,000 


Trousers and breeches 


50,799,000 


45,131,000 


3,466,000 


Gloves and mittens, pairs 


45,222,000 


41,228,000 


1,101,000 


Boots and shoes, pairs 


33,287,000 


31,901,000 





The War Department's purchases of subsistence to the 
signing of the armistice amounted to $729,000,000. The 
Navy, the Shipping Board and other agencies of the govern- 
ment were similarly active buyers in their fields. Keeping 
in mind the uncertainty of the duration of the war and 
remembering over what distances goods had to be moved and 
the number of points at which depots of supplies had to be 
maintained, there seems to be some excuse for the " wild orgy 
of buying " 1 indicated by these figures. 

Now, if these commodities and others of which they are 
typical would ordinarily pass through the hands, say, of three 

» The New York Times, February 23, 1919. 
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sets of dealers from factory to consumer, the government 
purchase of them reduced their circulation by two-thirds. 
But, in addition to this, the government's method of buying 
in many cases brought it in control of goods before fabrica- 
tion; in control of the cloth and even of the fiber of which it 
was made. The Paymaster General of the Navy in his last 
report mentions purchases of 14,500,000 yards of denim and 
cloth. The War Department's order for textiles of various 
kinds amounted to 598,250,000 yards, while cancellations 
of these orders amounted to only a little more than 10,000,000 
yards. The government's purchases of wool down to February 
15, 1919 reached 612,450,000 pounds and it was obligated to 
buy 110,000,000 pounds more. 

The effect of this large-scale purchase by the government, 
often in the early stages of production, and its method of dis- 
pensing them without the further use of money, by decreasing 
the rapidity of circulation of great quantities of goods, must 
have affected the price level in the same way as would a re- 
duction in the amount of goods, or a sudden resort to barter 
on a large scale, or to a more direct move of marketing. This 
peculiarity of the government's demand is not, of course, the 
most important factor of the many operating to produce the 
high price level. Inflation, on the one hand, as Dr. Miller 
frankly calls it, and increased consumption at home and the 
swelling exports on the other, are doubtless the dominant 
forces; but surely the falling off in the " demand for money " 
through the withdrawal of large quantities of goods from the 
ordinary channels of trade is a factor that cannot be neglected 
when the attempt is made to explain the mystery of the pres- 
ent price level and to show why war prices are always high 
prices. 1 

G. O. Virtue. 
University op Nebraska. 



1 It is possible also that study may show that the government's regulations of prices 
and of profits, while designed to prevent the rise of particular prices, may by the process 
of limiting the number of transactions have caused a diminution in the demand for 
money that had an appreciable effect on the general rise in prices. 



